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THE    LABOUR 


REPORT   OF   COMMITTEE 

ON 

THE   DOUGLAS-"  NEW  AGE  "  CREDIT 

SCHEME 

The  Scottish  Council  of  the  Labour  Party  last  year  suggested  to  the 
National  Executive  that  it  should  recommend  the  Miners'  Federation  of  Great 
Britain  to  undertake  an  inquiry  into  the  Douglas-"  New  Age  "  Credit  Scheme, 
more  particularly  as  it  affected  the  mining  industry.  The  Miners'  Federation, 
however,  preferred  that  such  an  inquiry  should  be  made  under  the  auspices  "of 
the  Labour  Party  Executive,  and  the  Executive  appointed  a  Committee  to  re- 
port on  the  subject.  The  members  of  the  Committee  were  Sidney  Webb, 
R.  J.  Davies,  M,P.,  Frank  Hodges,  and  F.  B.  Varley,  of  the  National 
Executive,  together  with  G.  D.  H.  Cole,  Hugh  Dalton,  J.  A.  Hobson,  C.  M. 
Lloyd,  Sir  Leo  Chiozza  Money,  R.  H.  Tawney,  and  Arthur  Greenwood  (secre- 
tary). The  Committee  also  had  the  advantage  of  the  active  co-operation  of 
an  experienced  bank  official.  The  Committee  presented  the  following  report, 
which  was  accepted  by  the  Labour  Party  Executive. 

PART  I. 

We  were  appointed  to  consider  and  report  upon  the  Scheme  for  the  Control 
of  Credit  and  the  Fixing  of  Prices  propounded  in  a  series  of  articles  in  the 
New  Age  and  in  treatises  by  Major  Douglas.  We  hoped  that  we  should 
have  had  the  advantage  of  discussing  the  Scheme  with  Major  Douglas  and 
Mr.  Orage,  but  these  gentlemen  declined  our  invitation  to  give  evidence, 
We  have  had,  therefore,  to  rely  upon  Major  Douglas'  two  volumes  —  > 
"  Economic  Democracy  "  and  "Credit  Power  and  Democracy  "  —  upon  the 
articles  in  the  New  Age  and  elsewhere,  and  upon  various  other  writings  by 
supporters  of  the  Scheme. 

The  authors  of  the  Douglas-"  New  Age"  Credit  Scheme  have  performed  a 
useful  service  in  drawing  attention  to  the  importance  of  credit  and  banking 
in  the  Economic  System.  No  doubt  a  good  deal  of  the  interest  and  support 
which  the  Scheme  has  roused  is  due  to  the  almost  magical  character 
which  has  been  claimed  for  the  proposals,  and  to  the  natural  attractive- 
ness of  sovereign  remedies;  but  the  interest  which  has  been  shown 
in  the  Scheme  is  also  due  to  the  fact  that  it  deals  with  a  subject  which  has 
been  too  long  neglected,  and  with  a  problem  which  has  been  forced  to  the 
front  as  a  result  of  the  economic  dislocation  arising  out  of  the  war. 

W^^iavg_jdone_our^best  to  understand  and  to  give  full  weight  to  the 
Scheme  as  actually~seFforth,  and  also  to  the  conceptions  that  seem  to  us  to 
underlie  the  proposals.  The  proposals  themselves  are  not  always  consistently 
or  even  intelligibly  expressed;  but  the  subject  is  difficult  and  complicated, 
and  we  have  sought  in  all  cases  to  find  the  meaning,  so  as  not  to  take 
advantage  of  merely  verbal  ambiguities. 

The  Scheme,  as  we  understand  it,  falls  under  two  heads  —  first,  an  analysis 
of  the  working  of  the  existing  machinery  by  which  credit  or  the  use  of 


capital  is  obtained,  and  of  the  way  in  which  cost  of  production  and  prices 
are  made  up ;  and  second,  a  proposal  for  the  introduction  of  a  new  banking 
organisation  and  a  new  and  compulsory  system  of  fixing  selling  prices. 

MAJOR  DOUGLAS.'  CRITICISM  OF  THE   PRESENT  CREDIT 

MACHINERY 

We  propose  to  examine  first  the  analysis  that  Major  Douglas  makes  of  the 
existing  method  by  which  production  costs  are  computed,  selling  prices  are 
fixed,  and  the  use  ot  additional  capital  is  obtained  on  loan.  This  is 
conveniently  summarised  in  the  following  passage  from  Major  Douglas' 
writings*  : — 

"1.   Price  cannot  normally  be  less  than  cost  plus  profit. 

2.  Cost  includes  all  expenditure  on  product. 

3.  Therefore    cost    involves    all    expenditure    on    consumption    (food, 
clothes,  housing,    etc.)  paid  for  out  of  wages,  salaries  or  dividends,  as 
well  as  all  expenditure  on  factory  account,   also  representing  previous 
consumption. 

4.  Since  it  includes  this  expenditure,   the  portion  of  the  cost  repre- 
sented by  this  expenditure  has  already  been  paid  by  the  recipients  of 
wages,  salaries  and  dividends. 

5.  These   represent   the   community ;   therefore   the   only   distribution 
of  real  purchasing  power  in  respect  of  production  over  a  unit  period  of 
time  is  the  surplus  wages,   salaries     and  dividends  available  after  all 
subsistence,    expenditure    and    cost   of   materials    consumed    have    been 
deducted.       The     surplus     production,      however,      includes     all     this 
expenditure  in  cost,  and  consequently  in  price. 

6.  The  only  effective  demand  of  the  consumer,  therefore,  is  a  few  per 
cent,    of    the  price  value   of    commodities,   and   is    cash   credit.      The 
remainder  of  the  Home  effective  demand  is  loan  credit,  which  is  con- 
trolled by  the  banker,  the  financier,  and  the  industrialist,  in  the  interest 
of  production   with   a   financial    objective,    not  in   the    interest  of   the 
ultimate  consumer." 

This  passage  may  be  supplemented  by  the  following  from  "  Credit  Power 
and  Democracy  "t  : — 

"  A  factory  or  other  productive  organisation  has,  besides  its  economic 
function  as  a  producer  of  goods,  a  financial  aspect — it  may  be  regarded 
on  the  one  hand  as  a  device  for  the  distribution  of  purchasing  power  to 
individuals  through  the  media  of  wages,  salaries  and  dividends ;  and 
on  the  other  hand  as  a  manufactory  of  prices — financial  values.  From 
this  standpoint  its  payments  may  be  divided  into  two  groups  : — 

Group    A — All    payments    made   to    individuals    (wages,    salaries  and 
dividends). 

Group  B — All  payments  made  to  other  organisations  (raw  materials, 
bank  charges  and  other  external  costs). 

Now  the  rate  of  flow  of  purchasing-power  to  individuals  is  represented 
by  A,  but  since  all  payments  go  into  prices,  the  rate  of  flow  of  prices 
cannot  be  less  than  A  plus  B.  .  .  .  Since  A  will  not  purchase  A 
plus  B,  a  proportion  of  the  product  at  least  equivalent  to  B  must  be 
distributed  by  a  form  of  purchasing-power,  which  is  not  comprised  in 
the  descriptions  grouped  under  A.  It  will  be  necessary  at  a  later  stage 
to  show  that  this  additional  purchasing-power  is  provided  by  loan  credit 
(bank  overdrafts)  or  export  credit.  .  .  . 

*  "  Economic  Democracy,"  pp.  71,  72. 

t  pp.  21,  22,  23.     The  italics  are  in  the  original. 
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.  .  .  In  considering  the  above  arguments,  let  not  the  reader  allow 
himself  to  become  confused  by  the  fact  that  B  has  at  some  previous 
time  been  represented  by  payments  of  wages,  salaries  and  dividends. 
While  this  is,  of  course,  true,  it  is  irrelevant — it  is  the  rate  of  flow 
which  is  vital.  The  whole  economic  system  is  in  ceaseless  motion — 
purchasing-power  is  constantly  flowing  back  from  individuals  into  the 
credit  system  from  whence  it  came,  and  if  the  outflow  is  less  than  the 
inflow,  someone  has  to  lose  purchasing  power." 

We  think  we  understand  Major  Doug-las  rorrerfrly  when  we  say  that  the 
essence  of  his  criticism,  as  contained  in  the  above  analysis,  lies  in  the  con- 
tention that  there  is  never  enough  money  available  in  the  pockets  of  con- 
sumers to  purchase  the  goods  which  are  produced  at  the  prices  at  which 
those  goods  are  offered  for  sale.  Hence  arise  over-production,*  trade 
depression,  unemployment  and  most  of  the  evils  of  the  present  industrial 
system.  The  same  point  is  emphasised  by  Mr.  Allen  Young  when  he  writes  : 
"  It  is  contended  that  the  Wages,  Salaries  and  Dividends,  issued  in  any  unit 
period  of  time  are  never  sufficient  to  buy  the  ultimate  goods  released  for  sale 
during  the  same  period."!  To  illustrate  by  an  example,  it  appears  that 
the  payments  made  by,  say,  a  boot  factory  in  1922  fall  into  two  groups — 
payments  of  wages,  salaries  and  dividends  to  the  workers  in  and  the 
owners  of  the  factory,  and  payments  outside  the  factory  for  raw  materials, 
plant  and  bank  charges.  The  payments  made  in  both  these  ways  will  have 
to  be  met  out  of  the  prices  of  the  boots  sold  by  the  factory  in  1922.  This, 
however,  Major  Douglas  contends  is  always  and  inevitably  impossible, 
because  only  that  part  of  the  factory's  receipts  which  is  distributed  in  wages, 
salaries  and  dividends  to  individuals  will  be  available  as  money  in  the  pockets 
of  consumers  in  1922  to  buy  boots.  The  rest  of  the  money  which  is  distributed 
in  payments  for  plant,  for  bank  interest,  and  for  raw  materials  simply  goes,  in 
his  view,  to  pay  off  advances  which  have  already  been  made  by  a  bank  to 
the  manufacturer  for  the  purchase  of  these  articles.  Out  of  the  bank  came 
money  to  finance  production  ;  into  the  bank  money  returns  as  the  manufac- 
turer recoups  himself  from  the  consumer's  pocket,  and  if  the  "  rate  of  out- 
flow "  of  purchasing  power  from  the  bank  is  less  than  the  rate  of  "  inflow," 
somebody  has  to  lose. 

We  think  that  this  description  is  fallacious  in  several  respects.     First,  the  >   ./ 
distinction  between  that  part  of  purchasing  power  which  goes  "  to  individuals  I 
in  wages,  salaries  and  dividends,"  and  that  which  goes  in  "  raw  materials,! 
bank  charges,  and  other  external  costs  "  is  a  false  one.     Capitalist  produc- 
tion is,  indeed,  largely,  but  by  no  means  entirely  or  universally,  carried  on 
by    loans    made   by   banks    to    manufacturers.     But    the    money    which    the 
manufacturer  borrows  from  the  bank  is  expended  alike  in  payment  of  wages  { 
and   in   purchase   of   raw  materials,   etc.        Further,    all   payments — wages,  I.  Y 
interest,    salaries  and  everything  else — eventually    go     to    individuals,!   and  I 
become  purchasing  power  in  their  hands.     Not  only  the  wages  and  salaries  ' 

*  It  may  be  noted  that  Major  Douglas  does  not  contend  that  stagnation  of  trade 
arises  from  the  obvious  fact  that  purchasing-power  is  badly  distributed ;  that  some  people 
have  so  much  money  that  they  are  obliged  either  to  reinvest  it  or  spend  it  on  luxuries ; 
whilst  other  people  have  so  little  that  they  cannot  afford  to  buy  adequate  necessaries, 
with  the  result  that  there  is  constantly  recurring  "  over-production  "  in  the  staple  trades. 

t  "  Dividends  for  All,"  p.    13. 

\  We  find  it  difficult  to  understand  Major  Douglas'  meaning  on  this  point.  In  the 
passage  quoted  above  from  "  Credit  Power  and  Democracy  "  (pp.  21-25),  he  first  draws 
a  distinction  between  payments  made  to  individuals  and  external  payments,  and  appa- 
rently rests  the  whole  of  his  analysis  on  this  distinction.  Two  pages  further  he  admits 
that  all  payments  go  to  individuals,  but  dismisses  the  fact  as  "true,  but  irrelevant." 
It  cannot,  however,  be  considered  irrelevant,  inasmuch  as  Major  Douglas  omits  to  con- 
sider the  fresh  purchasing-power  issued  to  individuals  in  respect  of  new  production. 


of  the  boot  factory,  but  also  the  dividends  received  by  the  bank  shareholders, 
the  profit  made  by  the  producer  of,  or  the  dealer  in,  raw  material  and  plant, 
and  the  wages  and  salaries  of  everyone  concerned  in  the  banking  and 
transporting  businesses — all  of  which  enter  into  the  cost  of  production  and 
selling  price  of  the  boots — are  as  effective  purchasing  power  in  the  hands 
of  individuals  as  the  wages  of  the  boot  operative  himself. 

Secondly,  we  can  see  no  justification  for  a  general  implication  that  the 
rate  of  outflow  of  purchasing-power  from  the  banks  is  less  than  the  rate 
of  inflow.  During  occasional  periods  of  deflation  of  credit  this  may  be 
true.  But  Major  Douglas,  who  lays  so  much  stress  on  the  continuity  of 
economic  life,  does  not  seem  to  appreciate  the  fact  that  the  banking  practice 
is  to  be  continually  lending  and  relending  to  one  borrower  or  another ;  that 
as  fast  as  one  loan  is  paid  back  to  a  bank  another  loan  is  made ;  and  hence 
that  (as  a  rule)  new  purchasing-power  is  paid  out  in  respect  of  to-morrow's 
production  just  as  much  as  it  is  paid  in  respect  of  to-day's.  Part  of  the 
price  paid  by  consumers  for  boots  does  indeed  go  to  pay  off  a  loan  made  by 
the  banks  to  the  manufacturer  of  boots.  But  while  this  is  happening  in 
respect  of  the  boots  that  are  sold  to-day  and  were  made  yesterday,  new  loans 
are  being  made  by  the  banks  in  respect  of  the  boots  that  are  made  to-day 
and  will  be  sold  to-morrow.  The  volume  of  purchasing-power  issued  by  the 
banks  is  not  therefore  subject  to  continuous  decrease.* 

Nor  can  we  accept  /Major  Douglas'  further  analysis  of  the  item  of  loans 
from  banks  and  consequent  overloading  of  prices  to  final  consumers,  to 
which  we  understand  great  importance  is  attached  in  the  Social  Credit  theory. 
The  analysis  may  be  more  fully  illustrated  from  the  following  quotations  : — 

"  Money  is  largely  issued  in  the  form  of  Loan  Credits  by  the  banks.  It 
is  only  loan  credit,  in  addition -to  foreign  money,  which  can  absorb 
the  surplus  goods  unsold  in  the  home  market."! 

And  again — 

''Although  the  unregulated  system  of  credit-issue  (i.e.,  the  issue  of  loans 
by  the  banks)  and  price-making  distributes  purchasing*poiver  both  in 
respect  of  capital  production  (tools,  factories  and  intermediate  products) 
and  ultimate  products  (necessaries,  services,  amenities),  it  takes  back  in 
the  prices  of  ultimate  products  only,  practically  the  whole  of  this  pur- 
chasing-power, leaving  the  community  in  the  position  of  having  bought 
both  the  plant  and  the  product,  but  having  only  got  delivery — i.e.,  control 
— of  the  product.  "| 

There  is  no  warrant  for  the  assumption  that  the  cost  of  production,  and 
therefore  the  selling  price,  is  swollen  by  the  amount  of  the  capital  "employed 
in  production,  whether  or  not  some  part  of  this  capital  is  provided  by  a  short 
loan  from  a  bank.  Capital  employed  in  production  lasts  normally  for  more 
than  the  making  of  one  product ;  some  machines  can  be  efficiently  used  for 

*  Major  Douglas  does  not  indeed  everywhere  overlook  this  fact,  for  he  quotes  with 
approval  a  statement  to  the  effect  that  "  one  credit  is  only  cancelled  by  the  creation  of 
another  and  larger  credit."  But  we  are  unable  to  understand  how  he  reconciles  this 
with  the  rest  of  his  analysis.  His  theory  appears  to  us  to  indicate  as  much  that  purchas- 
ing-power is  issued  too  fast  as  that  it  is  issued  too  slowly,  and  to  assume  that  bank 
loans  appear  as  purchasing-power  in  time  to  inflate  prices  (for  "  new  credit  dilutes  the 
purchasing-power  of  all  other  money  as  soon  as  it  becomes  operative  as  a  demand  for 
goods" — "Credit  Power  and  Democracy,"  p.  31)  but  disappear  before  they  can  buy  goods. 

t  "  Dividends  for  All,"  p.  16. 

£  "  Credit  Power  and  Democracy,"  pp.  34  and  35.     (The  italics  are  in  the  original.) 
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a  year,  and  some  for  a  score  of  years.  What  has  to  be  charged  to  the  cost 
of  production  of  each  product,  and  recovered  in  the  selling-  price,  is  not  the 
whole  amount  of  the  capital  employed,  but  only  (a)  the  cost  of  making  good 
wear  and  tear,  executing  repairs,  and  providing  for  a  due  proportion  of  the 
inevitable  depreciation  over  a  term  of  years ;  and  (b)  the  interest,  including 
bank  charges,  on  the  full  capital  value  for  the  period  of  production  of  each 
article. 

We  think  that  an  ignoring  of  this  fact  has  led  to  a  misunderstanding. 
Major  Douglas  is  commonly  understood  to  mean  that  the  price  which  the 
consumer  pays— ¥ay,  lor  a  pair  ot  boots — is  inflated  by  the  fact  that  he  pays 
not  merely  for  the  boots  themselves,  but  also  for  the  bootmaking  machinery 
and  other  capital  goods  used  in  the  boot  industry.  If  by  this  is  meant  that 
the  manufacturers  of  bootmaking  machinery  may  exact  unreasonable  profits 
(which  may  either  be  distributed  to  the  owners  of  the  business  or  be  accumu- 
lated as  reserves)  just  as  much  as  anybody  else,  then  the  complaint  stands  as 
part  of  a  general  objection  to  the  capitalist  system  of  industry  (to  which, 
however,  Major  Douglas  does  not  object  as  such).  Apparently,  however, 
more  than  this  is  meant.  Objection  is  raised  to  the  purchaser  of  the  pair  of 
boots  being  made  to  pay,  not  merely  the  wages  and  salaries  of  those  who 
made  them,  but  also  the  cost  of  the  repairs  and  maintenance  of  the  buildings 
and  machinery,  and  a  proportionate  part  of  its  eventual  depreciation  and 
replacement,  and  the  interest  that  is  exacted  by  the  lender  of  the  capital 
represented  by  the  buildings  and  machinery.  Neither  Major  Douglas  nor 
anyone  else  has  shown  how  either  of  these  charges  can  be  avoided.  The 
replacement  of  old  capital  and  the  creation  of  new  capital  requires  labour, 
and  can  only  be  performed  in  a  Socialist,  as  much  as  in  a  Capitalist,  society, 
if  the  workers  who  supply  this  labour  are  provided  with  incomes,  and  if  goods 
are  available  for  them  to  purchase  with  those  incomes.  Charges  for 
depreciation  and  renewal  of  capital  must  always  be  paid. 

On  these  grounds  we  cannot  accept  Major  Douglas'  central  contention  that 
the  purchasing-power  in  the  hands  of  consumers  is  not,  and  never  can  be, 
adequate  to  purchase  the  goods  available  for  them.  While  we  agree  that 
the  exaction  of  an  excessive  profit  by  manufacturers,  distributors  and  others 
engaged  in  bringing  goods  to  market  may  result  in  the  consumer  being 
grossly  overcharged,  we  cannot  admit  that  the  consumer  is  still  overcharged 
to  the  point  of  positive  inability  to  purchase  when  the  price  demanded  from 
him  represents  merely  the  bare  cost  (including  a  due  proportion  of  deprecia- 
tion and  plant  renewals)  of  the  article  that  he  buys.  Indeed,  the  contention 
that  the  rate  of  flow  of  prices  is  greater  than  the  rate  of  flow  of  purchasing- 
power  would  suggest  that  the  purchasing-power  of  money  must  undergo  a 
continuous  decline.  Major  Douglas'  own  statement  that*  "  the  effect  of  this 
(viz.,  the  accumulation  of  capital)  is,  of  course,  to  decrease  progressively  the 
purchasing-power  of  money,  or,  in  other  words,  to  concentrate  the  lien  on  the 
services  of  others,  which  money  gives,  in  the  hands  of  those  whose  rate  of 
increase  is  most  rapid,"  appears  to  recognise  this.  But  it  is  hardly  con- 
sonant with  the  facts.  The  power  of  the  mass  of  consumers  to  purchase 
has  not,  in  point  of  fact,  become  steadily  less,  nor  has  the  value  of  money 
steadily  depreciated.  The  purchasing-power  in  terms  of  goods,  of  the 
incomes  of  the  wage-earners  (who  are  identical  with  the  great  mass  of 
consumers  of  final  goods)  has  in  the  course  of  history  fluctuated  con- 
siderably. The  following  figures  are,  however,  illustrative  of  the  fact  that 
it  can  hardly  be  said  to  have  suffered  progressive  depreciation  :— 

*  "  Economic  Democracy,"  p»  32. 


Major  Douglas  apparently  Assumes  that  the  mere  receipt  by  the  Miners' 
Bank  every  fortnight  of  the  aggregate  of  the  wages  and  salaries  would  enable 
the  Bank  to  make  loans.  But,  as  has  been  mentioned,  nearly  all  these  wages 
and  salaries  would  be  instantly  withdrawn  by  the  miners  in  order  to  live. 
The  average  amount" remaining  in  the  Bank  could  not  be  more  than  the  sum 
saved  by  each  miner  out  of  his  wages.  It  is  doubtful  whether  it  would  be  as 
much  as  one-twentieth  of  the  total  of  wages  and  salaries.  It  certainly  would 
be  far  from  sufficient  to  furnish  the  additional  capital  required  for  the  mines. 

Moreover,  even  to  the  extent  that  such  a  Bank  found  that  it  had  money  to 
lend,  it  would  have  to  be  extremely  careful  how  it  lent  it.  Such  a  Bank  would 
be  of  the  nature  of  a  Savings  Bank,  on  which  quite  exceptional  drafts  would 
be  made  at  the  times  and  seasons  when  the  miners  needed  their  savings.  Any 
national  stoppage  of  the  industry — it  will  be  remembered  that  there  is  nothing 
in  the  Scheme  to  prevent  wage  disputes,  lock-outs  or  strikes — would  drain  the 
Bank  dry.  The  Bank  must  therefore  place  its  deposits  where  it  could  quickly 
realise  them  without  loss.  The  last  thing  it  ought  to  do  with  them  is  to  lock 
them  up  in  such  a  permanent  and  speculative  investment  as  the  ordinary 
shares  of  colliery  companies. 

It  is  perhaps  a  minor  consideration  that  such  a  Bank  could  not  possibly 
earn  enough  profit  to  pay  its  own  working  expenses. 

One  branch  of  the  Bank  in  "  each  geological  mining  area  "  would  be 
utterly  inadequate.  Wages  and  salaries  would  be  paid  into  the  Bank  in  bulk ; 
but  their  weekly  or  fortnightly  distribution  amongst  the  workers  would 
necessitate  a  branch  or  agency  in  every  one  of  2,000  or  3,000  mining  villages. 
A  considerable  staff  would  be  required,  particularly  on  pay  days,  and  ledgers 
and  other  books  of  account  would  need  to  be  kept  at  each  local  agency.  Upon 
the  staff  of  the  Bank  would  fall  the  duty  of  keeping  the  current  accounts  of 
over  a  million  miners.  The  cost  of  administration  depends  upon  the  number 
of  transactions  to1  be  dealt  with  and  recorded,  and  not  upon  their  money  value. 
It  will  be  seen,  therefore,  that  the  Miners'  Bank  must  be  an  elaborate  and 
costly  institution.  No  provision,  however,  is  made  by  the  authors  of  the  pro- 
posal for  the  expenditure  which  would  be  incurred  upon  stationery,  printing, 
rent,  rates,  taxes,  and  salaries. 

The  Scheme  proposes  that  the  Government  shall  ensure  that  the  Producers' 
Bank  shall  be  "  affiliated  to  the  Clearing  House,"  and  it  appears  to  be  thought 
that  this  will  in  some  way  secure  the  solvency  of  the  Bank.  There  is  no  such 
institution  as  "  the  Clearing  House."  In  London,  Liverpool,  Manchester, 
Newcastle,  Birmingham,  Nottingham,  Leeds,  Bristol,  Leicester,  Hull  and 
Sheffield,  there  are  separate  voluntary  associations  of  some  (but  not  all) 
of  the  banks  in  these  towns,  called  Clearing  Houses,  for  the  more 
speedy  and  convenient  presentation  and  collection  of  the  cheques  drawn  by 
their  customers  on  the  several  banks  thus  associated.  The  advantage  of  these 
local  Clearing  Houses  is  merely  one  of  economy  of  time  and  clerical  labour. 
Admission  to  the  Clearing  House  in  any  town  does  not  enable  any  bank  to 
postpone  meeting  the  cheques  drawn  upon  it,  or  permit  it  to  hold  its  customers' 
balances  for  any  longer  period.  On  the  contrary,  it  brings  the  cheques  in  to 
be  met  several  hours  sooner  than  they  could  otherwise  be  presented  for  pay- 
ment. It  does  nothing  to  increase  the  amount  of  money  at  the  bank's  disposal. 
We  are  consequently  unable  to  see  how  such  a  Producers'  Bank  as  Major 
Douglas  proposes  could  possibly  be  started  without  provision  for  the  initial 
expenditure  to  equip  the  numerous  branches  required.  We  do  not  see  how  a 
Bank  founded  on  the  basis  of  having  several  thousand  detached  branches  from 
Fife  to  Somerset,  and  of  keeping  a  million  small  accounts,  nearly  all  of  them 
immediately  drawn  upon  so  that  only  an  infinitesimal  balance  was  kept,  could 
be  otherwise  than  very  costly  to  conduct.  We  do  not  see  that  such  a  Bank 
could  ever  have  any  appreciable  amount  to  lend  at  interest ;  or  be  able  to  pay 
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its  working  expenses.  Under  no  conceivable  circumstances  would  such  a 
Bank  be  in  a  position,  not  to  lend  but  actually  to  invest  in  the  form  of  share 
capital,  even  a  small  proportion  of  the  increased  capital  required  by  the 
colliery  companies  of  Great  Britain. 

THE  TRUTH  BEHIND  THE  DOUGLAS   SCHEME 
There  are  certain  important  ideas  behind  the  Douglas  Scheme  which  the 
Labour  Party  accepts.    These  ideas  may  be  briefly  stated  as  follows  : — 

^1)  The  provision  of  capital,  or  what  is  usually  called  credit,  is  of  funda- 
mental importance.  The  Labour  Party  is  aware  of  the  danger 
involved  in  the  extension  of  the  movement  towards  combination 
in  the  banking  system,  and  the  concentration  of  the  great  mass  of 
bank  deposits  in  this  country  in  the  hands  of  five  great  banks 
with  an  authorised  capital  of  £230,700,000  and  deposits  amounting 
to  £1,644,000,000;  and  in  the  fact  that  the  directors  of  the 
great  industrial  concerns  often  have  financial  interests  in  the 
banks  and  vice  versa.  Social  control  of  credit  is  essential ;  but 
it  will  not  be  achieved  by  the  Douglas  proposals,  nor  by  any  pro- 
posals based  on  the  faulty  Douglas  analysis  of  the  existing 
banking  system. 

(2)  It  is  important  that  the  amount  of  currency,  i.e.,  money  in  circula- 

tion, should  bear  a  definite  and  as  far  as  possible  an  invariable 
relation  to  the  quantity  of  things  which  are  available  for  people 
to  buy.  Otherwise  we  are  faced  first  with  soaring  prices,  and  next 
with  stagnation  of  trade.  But  far  from  improving  the  currency 
in  this  direction,  Major  Douglas'  proposals  would  make  it  worse 
by  inflating  the  currency  on  a  scale  far  greater  than  any  which 
we  have  ever  experienced  in  this  country. 

(3)  The  Douglas  theory  insists  that  at  present  loans  are  made  by  the 

banks  to  manufacturers  and  speculators  to  assist  any  transactions 
which  are  pecuniarily  "  profitable  "  productions,  regardless  of 
whether  the  profitableness  lies  in  exploiting  the  consumer  by 
exorbitant  prices.  But  the  theory  is  wrong  in  supposing  that  the 
issue  of  unlimited  credit  would  do  anything  to  destroy  attempts 
by  manufacturers  to  gain  high  profits  by  restricted  output  at  high 
prices  when  trade  conditions  are  favourable  to  such  a  policy.  The 
evil  lies  not  in  the  banking  system  alone,  but  in  the  whole  capitalist 
organisation  of  industry  and  finance,  of  which  this  system  forms  a 
small  part. 

THE    DOUGLAS    SCHEME    AND    LABOUR    POLICY 
So  far  we  have  concerned  ourselves  solely  with  an  examination    of    the 
Douglas-" New  Age"  Credit  Scheme  itself.    We  cannot,  however,  ignore  the 
assumption  upon  which  it  is   based,    nor    avoid  some  consideration    of    the 
Scheme  in  relation  to  general  Labour  policy. 

It  is  assumed  that  whilst  employers  may  struggle  to  retain  their 
"  managerial  functions  "  unimpaired,  those  who  control  finance  will  accept 
proposals  which  the  promoters  of  the  Scheme  believe  will  deprive  them  of 
their  financial  power.  We  do  not  think  that  capitalists  will  relinquish 
financial  control  any  more  readily  than  the  Engineering  Employers'  Federa- 
tion will  surrender  industrial  and  workshop  control.  It  may,  of  course,  be 
argued  that  industrial  employers,  and  perhaps  other  groups  of  interests, 
who  are  in  varying  degrees  in  the  grip  of  the  financiers,  would  support 
Labour  in  any  proposals  designed  to  end  the  reign  of  capitalist  finance; 


whereas  these  interests  would  not  co-operate  with  Labour  to  secure  in- 
dustrial and  workshop  control  for  the  workers.  But  this  argument  gives  less 
weight  to  the  power  and  influence  of  finance  than  the  supporters  of  the 
Douglas-"  New  Age  "  Credit  Scheme  attach  to  it  when  analysing  the  credit 
system,  and  it  assumes  a  sharper  line  of  demarcation  between  financiers 
on  the  one  hand  and  employers  of  labour  on  the  other  than  in  fact  exists. 
Moreover,  though  it  is  true  that  many  business  men  and  employers  feel 
themselves  in  the  grip  of  financial  interests,  they  are  not  as  a  class  likely  to 
see  a  way  out  of  their  difficulties  by  the  gradual  passage  of  financial  control 
to  the  workers  in  the  various  industries.  In  the  last  resort,  it  seems  to  us, 
the  interests  of  property  will  stand  together,  and  the  belief  that  interests 
other  than  Labour  will  acquiesce  in  the  assumption  of  ultimate  financial  con- 
trol by  the  wage  and  salary  earners  is  fallacious.  The  view  that  the  Scheme 
holds  out  hopes  of  an  early  and  effective  revolution  in  industry  is  therefore 
untenable,  and  the  main  value  of  the  Douglas-"  New  Age  "  Credit  proposals 
disappears. 

We  think  it  important  to  emphasise  that,  whatever  may  be  thought 'of  the 
expediency  and  practicability  of  Major  Douglas'  scheme,  the  object  at  which 
it  aims,  and  the  end  which  the  proposals  are  alleged  to  secure,  are  not  those 
of  the  Labour  Party.  Indeed,  Major  Douglas  makes  it  quite  clear  in  his 
books  that  he  does  not  contemplate  any  substitution  of  the  community  as  a 
whole  for  the  private  capitalist  in  the  ownership  of  the  means  of  production. 

He  expressly  rejects  the  nationalisation  of  the  mines  or  the  railways* ;  and 
his  scheme  does  not  include  any  extension  of  either  municipal  ownership  or 
the  consumers'  Co-operative  Movement.  Nor  does  the  scheme  provide  for 
any  participation,  by  the  workers  engaged  in  each  establishment,  in  the 
management  or  direction  of  its  enterprise  or  working.  It  leaves  untouched 
the  present  arrangements  by  which  workmen  "  sell  their  labour  force  as  a 
commodity,"  and  are  hired  and  dismissed  according  to  the  employer's 
prospects  of  securing  a  profit  on  their  work.  In  fact,  the  private  capitalist 
is  to  retain  "  all  the  ordinary  privileges  of  capital  administration  other  than 
price  fixing,  "f 

What  Major  Douglas  offers  is  a  prospect  of  the  Trade  Unions  in  each 
industry  being  enabled,  through  the  instrumentality  of  a  bank  which  they 
are  to  establish,  to  acquire,  as  the  nominal  capital  grows,  a  steadily  increas- 
ing number  of  shares  in  the  joint  stock  companies  by  which  their  members 
are  employed.  In  that  way,  it  is  suggested,  without  in  any  way  lessening 
the  annual  sums  now  drawn  in  rent,  interest  and  profits  by  the  existing 
owners,  and  even  consistently  with  increasing  them,  the  Trade  Unions 
may  share  with  the  existing  capitalists  in  the  enlarged  future  profits  of  the 
industry.  The  Trade  Unions  might,  at  some  distant  date,  even  find  them- 
selves owning  more  than  half  the  total  share  capital  of  some  of  the  com- 
panies, and  thus  be  enabled  to  appoint  their  own  Boards  of  Directors,  and 
control  the  industry,  without,  however,  freeing  themselves  from  the  annual 
tribute  payable  to  the  other  shareholders. 

We  do  not  feel  called  upon  to  defend  the  policy  of  the  Labour  movement 
against  the  expressed  and  implied  criticisms  of  Major  Douglas  and  his 
followers,  but  it  is  necessary  to  draw  attention  to  the  differences  of  outlook 
which  exist. 

*  Nationalisation,  according  to  Major  Douglas,  "  means  nothing  more  than  centralised 
control  of  credit,  the  objective  for  which  high  finance  in  every  country  is  striving,  with 
as  plausible  a  motive  as,  say,  the  Miners'  Federation,  and  with  more  technical  capacity." 
("  Credit  Power  and  Democracy,"  p.  57.) 

t  In  the  Draft  Scheme  for  the  mining  industry  it  is  laid  down  that  "  the  capital  already 
invested  in  mining  properties  and  plant  shall  be  entitled  to  a  fixed  return  of,  say,  6  per 
cent.,  and,  together  with  all  fresh  capital,  shall  continue  to  carry  with  it  all  the  ordinary 
privileges  of  capital  administration  other  than  price-fixing."  ("  Credit  Power  and 
Democracy,"  p.  149.) 
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In  our  judgment,  the  Douglas-"  New  Age  "  Scheme  is  theoretically 
unsound  and  unworkable  in  practice.  For  the  reasons  already  adduced  it 
is  out  of  harmony  with  the  trend  of  Labour  thought,  and  is  indeed  funda- 
mentally opposed  to  the  principles  for  which  the  Labour  Party  stands. 

On  the  other  hand,  we  feel  that  it  is  important  that  the  Labour  Party 
should  clearly  enunciate  the  general  outlines  of  its  own  policy  with  regard 
to  the  national  control  of  the  provision  of  capital  and  the  organisation  of 
the  service  of  banking. 

The  second  part  of  our  Report  is  devoted  to  an  introduction  to  this  subject,. 
with  which  we  hope  to  deal  more  fully  in  our  final  Report. 


PART   II. 

In  this  part  of  our  Report  we  propose  to  put  forward  in  outline  our  pro- 
posals for  securing  the  social  control  of  credit.  We  hold  that  we  should  not 
have  effectively  refuted  Major  Douglas'  proposals  if  we^  were  not  able  to 
show  that  the  Labour  Party  had  a  policy  for  dealing  with  the  admitted  dangers 
of  the  control  of  credit  by  profit-making  interests. 

At  the  same  time  we  would  emphasise  that  we  do  not  believe  that  the 
adoption  of  the  policy  in  regard  to  banking  which  we  suggest  below  will  by 
itself  achieve  that  radical  change  for  the  better  in  our  economic  life  which 
Major  Douglas  claims  would  result  if  his  Scheme  were  put  into  operation. 
While  we  hold  that  the  social  control  of  credit  on  the  lines  indicated  below 
is  a  matter  of  great  importance,  we  believe  that  many  other  measures — such  as 
reforms  in  the  system  of  taxation,  the  adoption  of  the  principle  of  work  or 
maintenance,  and  indeed  the  complete  transference  of  industry  from  its 
existing  capitalist  basis  to  diversified  systems  of  public  ownership  and 
management  in  which  the  workers,  the  consumers,  and  the  State  are  all 
participants — would  be  necessary  to  bring  about  such  an  increase  in  the 
output  of  commodities  and  such  improvements  in  the  stability  of  trade  and  in 
the  distribution  of  purchasing  power  as  Major  Douglas  holds  would  charac- 
terise a  world  in  which  his  proposals  for  control  of  credit  and  prices  had  been 
adopted.  To  be  effective,  a  policy  in  regard  to  banking  and  credit  must  be 
accompanied  by  an  industrial  and  a  fiscal  policy.  Since,  however,  it  is  the 
social  control  of  credit  alone  ithat  Major  Douglas  holds  to  be  of  primary 
importance,  we  have  thought  it  well  to  append  in  this  interim  report  a  pre- 
liminary outline  of  what  appears  to  us  to  be  the  proper  measures  to  be  taken 
to  secure  that  the  banking  and  credit  system  shall  be  used  to  further  and  not 
to  obstruct  the  public  interest. 

Such  a  constructive  policy,  if  it  is  to  be  effective,  must  be  based  upon  a  clear 
understanding  of  the  functions  which  the  banking  and  credit  system  is  re- 
quired to  perform,  and  of  the  way  in  which  these  functions  are  (or  fail  to  be)  in 
fact  discharged  by  the  existing  capitalist  banking  system. 

A  modern  banking  system  is  required  to  perform  four  functions,  namely  : — 

(1)  The  provision  through  bank  credits  and  bill-discounting    of    what    is 
rapidly  becoming  the  most  important  form  of  currency. 

(2)  The  distribution  of  capital  between  different  applicants. 

(3)  The  care  of  depositors'  money  and  the  keeping  of  current  accounts. 

(4)  Savings  bank  business. 

All  the  first  three  of  these  functions  are  so  closely  inter-related  that  they 
may  properly  be  regarded  as  three  different  aspects  of  the  business  of  collecting: 
funds  from 'depositors  and  handing-  them  over  to  borrowers,  which  con- 
stitutes the  business  of  banking  reduced  to  its  simplest  terms. 
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A.— BANKING    OTHER   THAN   SAVINGS  BANK    BUSINESS 
The  Existing  Banking  System. 

All  these  functions  (with  the  exception  of  savings  bank  business)  are  at 
present  discharged  by  joint  stock  banks  working  for  profit;  and  since  the 
rapid  growth  of  bank  amalgamation  during  the  years  preceding  and  during 
the  war,  the  great  mass  of  business  has  been  concentrated  in  the  hands  of  the 
five  joint  stock  banks,  commonly  known  as  the  Big  Five,  namely,  Barclays, 
Lloyds,  the  London  County  Westminster  and  Parrs,  the  London  Joint  City 
and  Midland,  and  the  National  Provincial  and  Union. 

In  our  final  Report  we  hope  to  analyse  further  the  dominant  position  held 
by  these  five  banks  in  our  credit  system,  and  the  grave  consequences,  actual 
and  potential,  upon  the  welfare  of  the  community  which  result  from  the 
existence  of  what  approaches  a  monopoly  in  credit.  At  present,  however, 
we  would  only  call  attention  to  the  following  facts  as  illustrative  of  the  posi- 
tion and  as  indicating  what  appears  to  us  to  be  the  only  practicable  lines 
.along  which  a  solution  may  be  sought. 

(1)  The  rapid  rise  and  dominant  position  of  the  Big  Five  is  illustrated 

by  the  increase  in  their  capital  and  reserves.  The  aggregate  issued 
capital  and  reserves  of  these  banks,  which  amounted  in  1914  to 
£34.6  million,  have  now  reached  £106.1  million;  their  authorised 
capital,  issued  and  unissued,  reaches  the  figure  of  £230  million. 
The  extent  to  which  they  overshadow  all  other  joint  stock  banks 
in  this  country  may  be  illustrated  by  the  fact  that  the  average 
deposits  held  by  each  of  the  Big  Five  on  the  last  day  of  June,  1921, 
amounted  to  £324  million ;  but  the  average  deposits  held  by  each 
of  the  five  principal  joint  stock  banks  other  than  the  Big  Five 
amounted  only  to  £45  million. 

(2)  The  profits  which  the  Big  Five  reap  from  providing  the  public  with 

cheque  currency  and  distributing  credit  are  immense.  In  1920 
the  aggregate  declared  net  profits  of  the  Big  Five  amounted  to 
£14,675,347;  and  in  1921  to  £11,407,390.  In  our  final  Report 
we  hope  to  give  more  detailed  figures  bearing  upon  this  matter, 
so  far  as  these  are  obtainable.  Owing,  however,  to  the  practice 
of  accumulating  reserve  funds,  and  heavily  writing  down  invest- 
ments and  premises,  great  difficulty  is  experienced  in  arriving 
at  a  true  estimate  of  the  total  profits  which  the  banking  system 
levies  upon  all  who  are  dependent  upon  it  for  the  use  of  credit  and 
cheque  currency. 

Need  for  Nationalisation  of  Banking 

In  these  circumstances  it  appears  to  us  that  the  social  control  of  credit 
can  only  be  achieved  by  the  institution  of  a  nationalised  system  of  banking. 
Quite  apart  from  the  special  circumstances  indicated  below,  which  make 
banking  peculiarly  a  State  function,  no  method  of  State  control  of  the  joint 
stock  banks  could  hope  to  succeed  in  the  face  of  an  organisation  so  powerful 
as  that  of  the  Big  Five.  In  illustration  we  may  refer  to  the  very  tentative 
attitude  adopted  by  the  Treasury  Committee  on  Bank  Amalgamations  in 
1918,  and  to  the  withdrawal  of  the  equally  tentative  Joint  Stock  Banks 
(Amalgamation  Control)  Bill,  introduced  into  Parliament  in  order  to  give 
•effect  to  the  recommendation  of  the  Committee.  The  Committee  and  the 
Bill  proposed  that  every  bank  amalgamation  should  require  the  consent  of  a 
Statutory  Committee  of  the  Treasury  and  the  Board  of  Trade,  a  form  of 
control  which  could  not  do  more  than  register  the  assent  of  the  Government 
to  such  amalgamations  as  were  desired  by  sufficiently  powerful  interests. 
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SPECIAL    REASONS    WHY    BANKING    IS   PECULIARLY    A    STATE 

FUNCTION 

(1)  The  Provision  of  Currency 

The  most  pronounced  individualists  are  generally  willing  to  admit  that  the 
provision  and  control  of  legal  tender  currency  is  essentially  a  State  function. 
We  are  not  aware  that  Mr.  Harold  Cox  himself  proposes  private  enterprise  in 
the  manufacture  of  cash.  In  modern  communities,  however,  cheque  currency 
is  rapidly  superseding  cash  as  the  common  form  of  payment  in  an  increasing 
range  of  transactions ;  and  the  convenience  of  cheque  currency  suggests  that 
its  use  might  with  advantage  be  extended,  under  a  State  banking  system, 
even  more  widely  than  at  present.  The  provision  of  cheque  currency  is, 
however  (as  indicated  at  the  beginning  of  Part  II.  of  this  Report),  one  of  the 
chief  functions  of  banking,  and  is  therefore  at  present  in  the  hands  of  the 
joint  stock  banks.  We  can  see  no  reason  why  this  enormously  important 
form  of  money  should  be  issued  for  private  profit,  and  on  principles  altogether 
outside  the  control  of  the  State.  The  issue  of  cheque  money  is  one  depart- 
ment of  the  business  of  issuing  money,  and  as  such  should  be  in  the  hands 
of  a  State  banking  system. 

Further,  not  merely  have  the  banks  sole  control  of  the  issue  of  bank  money  ; 
they  also,  indirectly,  can  control  the  policy  of  the  Government  in  respect  of 
the  issues  of  legal  tender  money.  The  principal  joint  stock  banks  are  very 
large  holders  of  Treasury  bills.  By  merely  refusing  to  renew  their 
subscriptions  to  these,  they  can  virtually  compel  the  Government  to  increase 
its  issues  of  paper  cash.  The  joint-stock  banking  system  has  thus  obtained 
an  "  encroaching  control  "  over  the  issues  of  all  forms  of  money;  and  unless 
and  until  a  nationalised  system  of  banking  is  instituted,  the  Government  of  the 
day  must  surrender  a  part  of  that  ancient  and  important  function  of  Govern- 
ments— the  control  of  the  currency. 

The  whole  question  of  currency  reform  and  the  stabilisation  of  the  currency 
is  in  urgent  need  of  consideration.  But  it  is  evident  that  no  policy  of  currency 
reform  can  be  successful  unless  the  Government  which  adopts  the  reform  has 
full  control  over  the  currency  to  be  reformed.  The  nationalisation  of  banking 
alone  can  give  this  full  control ;  and  it  appears  to  us,  therefore,  to  be  a  prior 
condition  of  any  successful  attempts  to  set  our  currency  upon  a  sound  basis. 

(2)  The  Distribution  of  Credit  between  Different  Industries  and  Producers 

Equally  is  it  apparent  that  the  proper  distribution  of  credit  between  different 
industries  and  producers  is  a  matter  in  which  the  community  is  vitally  inter- 
ested. While,  for  reasons  stated  in  Part  I.  of  this  Report,  we  cannot  agree 
with  Major  Douglas  that  this  "  control  "  should  take  the  form  of  unrestricted 
and  indiscriminate  advances  to  all  "  potential  producers,"  we  are  not  satisfied 
that  it  is  properly  exercised  by  profit-making  banks  having  a  position  which 
approaches  a  monopoly.  Complaints  are  increasingly  heard,  for  instance,  that 
the  interests  of  the  small  manufacturer  are  neglected  bv  the  great  joint  stock 
banks ;  and  that  credit  is  obtainable  with  disproportionate  ease  by  the  great 
industrial  combines  who  are  in  a  strong  position  for  profit-making  at  the 
consumers'  expense. 

We  do  not,  however,  consider  that  the  misdirection  of  capital  or  the  oppres- 
sion of  the  small  producer  is  ground  for  desiring  to  revert  to  a  system  of  small 
banks,  even  supposing  that  it  were  possible  to  break  up  the  dominion  of  the 
Big  Five.  The  movement  towards  bank  amalgamation,  in  so  far  as  it  creates 
larger  banks,  and  thus  pools  more  effectively  the  disposable  capital  of  the 
community,  is  a  movement  upon  the  right  lines ;  it  is  only  dangerous  because 
it  creates  a  private  monopoly,  which  is  at  least  as  likely  to  abuse  its  position 
as  is  every  industrial  monopoly.  The  larger  the  area  which  a  single  bank 
covers,  the  more  effective  is  its  power  to  facilitate  the  utilisation  of  the  com- 
munity's resources  in  the  most  advantageous  possible  manner;  for  the  larger 
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the  single  bank,  the  less  the  possibility  that  demands  for  capital  which  funds 
are  available  to  meet  should  go  unsatisfied  because  those  funds  are  outside 
the  control  of  the  particular  bank  upon  which  the  demands  are  made.  Stated 
in  another  way,  this  implies  that  a  large  bank  is  economical,  inasmuch  as  the 
total  reserves  which  it  requires  against  a  given  volume  of  liabilities  is  less 
.than  the  aggregate  of  the  reserves  which  a  number  of  small  banks  would  have 
to  carry  against  a  similar  total  of  liabilities. 

These  advantages  of  large  scale  banks  are  obviously  at  a  maximum  if  a 
single  system.serves  the  whole  country  ,  that  is  to  say,  in  the  case  of  a  national- 
ised system.  A  nationalised  banking  system  would,  in  fact,  afford  the  maximum 
of  the  real  advantages  of  large  scale  banking,  whilst  at  the  same  time  obviat- 
ing the  perils  of  a  monopoly  of  credit,  and  securing  to  the  community  any 
profits  that  may  arise  from  the  important  service  of  banking. 

We  suggest,  therefore,  that  so  far  as  the  ordinary  operations  of  deposit 
banking  and  the  provision  of  cheque  currency  and  credit  are  concerned,  steps 
should  be  taken  for  the  transfer  of  this  business  to  the  State,  through  the 
nationalisation  of  the  existing  joint  stock  banks,  and  the  creation  in  their 
stead  of  a  State  Bank  having  branches  all  over  the  country. 
B.— SAVINGS  BANKS  BUSINESS. 

Savings  bank  business  consists  in  the  keeping  of  small  savings  in  the 
aggregate  amounting  to  a  considerable  sum,  but  composed  of  a  great  number 
of  individual  accounts,  each  of  comparatively  small  amount.  The  funda- 
mental distinction  between  savings  banking  and  ordinary  deposit  banking  is 
that  savings  banks  accounts  are  not  subject  to  cheque  and  are  relatively 
stagnant,  being  looked  upon  by  the  depositor  as  an  investment  rather  than  as 
a  convenient  repository  for  funds  temporarily  not  required.  Consequently, 
the  type  of  investment  in  which  savings  banks  may  properly  place  their  funds 
differs  from  that  appropriate  to  ordinary  deposit  banks.  Savings  banks 
have  not,  and  cannot  have,  the  same  control  over  the  issue  of  credit  and  its  dis- 
tribution as  has  the  deposit  banking  system,  whether  capitalist  or  nationalised. 
At  the  same  time,  they  may  play  an  important  part  in  supplying  credit  for 
particular  purposes,  e.g.,  the  purchase  of  house  property. 

Savings  bank  business  thus  tends  to  fall  into  the  hands  of  different  institu- 
tions from  those  discharging  the  other  functions  of  the  banking  system. 
Several  of  the  great  joint  stock  banks  have  indeed  established  savings  bank 
departments,  but  these  do  not  form  an  important  part  of  their  work.  Savings 
banking  in  this  country  is  principally  in  the  hands  of  the  P.O.  Savings  Bank 
and  the  Trustee  Savings  Banks.  The  former,  at  the  close  of  the  year  1919 
(the  last  date  for  which  completed  figures  are  available)  held  £266,300,000  of 
deposits ;  the  latter  at  the  same  date  held  cash  deposits  amounting  to 
£86,800,000,  whilst  Government  stocks  and  bonds  held  on  behalf  of  depositors 
amounted  to  £25,400,000.  These  figures  illustrate  the  relative  insignificance 
of  savings  bank  business  as  compared  with  the  sums  handled  by  the  joint 
stock  banks. 
Development  of  Municipal  Banks 

At  the  same  time  we  are  far  from  underestimating  the  great  importance 
of  providing  satisfactory  investments  through  savings  banks  for  the  small 
savings  of  millions  of  investors,  who  are  often  at  a  loss  to  know  how  best  to 
invest  savings,  the  security  of  which  is  of  overwhelming  importance  to  them. 
The  recent  failures  of  banks,  to  which  large  sums  of  working-class  savings 
were  entrusted,  have  sufficiently  emphasised  the  importance  of  placing  this 
branch  of  banking  on  a  sound  basis.  We  believe  that  the  needs  of  the  small 
investor  may  be  most  satisfactorily  met  by  an  energetic  development  of 
municipal  banks. 
Special  Advantages  of  Municipal  Banks 

In  this  connection  we  would  call  paiticular  attention  to  the  special 
facilities  which  municipal  banks  can  offer  in  absolute  security,  backed  hy  the 
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whole  credit  of  the  municipality ;  in  the  attraction  to  the  depositor  of  having  a 
local  investment  for  his  savings ;  and  in  the  opportunities  of  borrowing  from 
his  bank  for  such  purposes  as  the  purchase  of  houses.  We  would  also 
emphasise  the  great  advantages  accruing  to  the  municipality  in  facilities  for 
obtaining  its  necessary  loans  on  the  cheapest  possible  terms  from  the  muni- 
cipal banks ;  and  in  the  possibility  of  economy  which  would  result  from  the 
practice  of  paying  the  salaries  of  municipal  employees  through  the  municipal 
bank. 
The  Birmingham  Municipal  Bank 

The  only  municipal  bank  of  the  type  that  we  have  in  view  at  present  in 
existence  in  this  country  is  the  Birmingham  Municipal  Bank,  established  in 
1919  to  receive  deposits  at  interest,  make  advances  to  depositors  for  the 
purchase  of  property,  and  generally  to  perform  the  functions  of  a  savings 
bank  municipally  owned  and  controlled.  The  bank  has  had  a  most 
successful  history  up  to  the  present.  The  amount  standing  to  the  credit  of 
depositors  on  March  31,  1921,  was  £1,405,977,  as  against  £746,984  twelve 
months  previously.  This  increase  is  particularly  noteworthy  in  view  of  the 
severe  depression  of  trade  and  the  steady  increase  in  unemployment  in  the 
City  which  have  characterised  the  year. 

We  suggest  that  every  effort  should  be  made  to  develop  banks  similar  to 
the  Birmingham  Municipal  Bank  all  over  the  country.  At  present  the 
'establishment  of  such  banks  is  hindered  by  the  fact  that  municipalities  have 
no  general  powers  to  undertake  savings  bank  business.  The  Birmingham 
Municipal  Bank  was  only  established  after  obtaining  Parliamentary  powers ; 
and  this  is  the  only  road  at  present  open  to  municipalities  which  desire  to 
establish  similar  institutions. 

We  suggest,  therefore,  that  an  Act  be  passed  giving  general  powers  to 
municipalities  to  establish  municipal  banks.  We  would  also  emphasise  the 
fact  that  such  a  measure,  together  with  the  energetic  development  of  municipal 
banks,  is  immediately  practicable,  even  while  the  business  of  deposit  banking 
remains  in  the  hands  of  the  profit-making  joint  stock  banks.  Nor  do  we 
believe  that  the  execution  of  this  policy  would  be  contrary  to  the  interests 
of  the  P.O.  Savings  Bank  or  inconsistent  with  the  policy  of  effecting  certain 
improvements  in  this  bank,  which  are  imperatively  required.  The  business  of 
the  Trustee  Savings  Banks  might,  we  think,  with  advantage  be  transferred 
to  the  State  bank,  which  we  have  already  proposed ;  or  alternatively  be 
acquired  by  the  municipal  banks  through  their  federal  organisation,  which 
we  should  contemplate  being  formed  in  the  event  of  such  banks  being 
established  in  considerable  numbers. 

SUMMARY  AND  CONCLUSION 

We  suggest,  therefore,  that  the  social  control  of  credit  and  the  banking 
system  may  best  be  achieved  by  the  following  measures  : — 

(1)  The  nationalisation  of  the  joint  stock  banking  system,  and  the  sub- 

stitution in  the  business  of  cheque-banking  and  credit  issue  of  a 
unified  banking  system,   publicly  owned  and  controlled. 

(2)  The  energetic    development    throughout    the    country    of   municipal 

banks,   established  under  Act  of  Parliament  conferring    general 
powers  upon  municipalities  to  set  up  such  institutions. 
In  our  final  Report  we  hope  to  present  a  more  detailed  proposal  for  carry- 
ing out  this  policy,  together  with  a  fuller  survey  of  the  existing  banking 
system.      In  the  meantime  we  re-affirm  our  conviction  that  proposals  con- 
structed upon  the  lines  we  have  indicated  are  very  much  more  likely  to  lead 
to  a  genuine  control  of    the  financial  mechanism    in   the  interests   of    the 
workers  and  of  the  nation  than  are  the  sovereign  remedies  of  the  Douglas 
theory,  whose  illusory  character  we  have  endeavoured  to  expose  in  the  first 
part  of  this  Report. 
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APPENDIX. 

The  following  Table  shows    Average   Money   Wages,    Average  Retail 
Prices,  and  Real  Wages  from  1850-1910.* 


Year. 

Average 
Money  Wnges. 
1850  =  100. 

Average 
Retail  Prices. 
1850   100. 

Real  Wages. 

Of  those  in 
Full  Work. 
1850  =  100. 

Allowing  fni- 
Unemploynicnt. 

1850  

100.0 
100 
100 
110 
114 
116 
116 
112 
110 
112 
114 
114 
116 
117 
124 
126 
132 
131 
130 
130 
133 
138 
146 
155 
156 
154 
152 
151 
148 
146 
147 
147 
147 
149 
150 
149 
148 
149 
151 
156 
163 
163 
162 
162 
162 
162 
163 
166 
167 
172 
179 
179 
176 
174 
173 
174 
176 
182 
181 
179 
179i 

100.0 
97 
97 
106 
122 
126 
126 
119 
109 
107 
111 
114 
111 
107 
106 
107 
114 
121 
119 
113 
113 
113 
120 
122 
117 
113 
110 
113 
110 
103 
107 
105 
106 
102 
100 
96 
92 
89 
89 
91 
91 
92 
92 
89 
87 
84 
83 
86 
,  87 
86 
89 
90 
91 
92 
93 
92 
92 
95 
97 
97 
98 

100 
102 
102 
105 
96 
95 
96 
96 
102 
104 
103 
100 
105 
109 
117 
117 
116 
109 
110 
115 
118 
121 
122 
128 
133 
135 
137 
133 
132 
137 
134 
136 
135 
139 
144 
148 
151 
155 
157 
159 
166 
164 
163 
167 
170 
174 
176 
176 
174 
180 
183 
181 
177 
172 
170 
172 
174 
176 
172 
170 
169 

96 
98 
96 
103 
93 
90 
91 
90 
90 
100 
101 
95 
96 
103 
113 
115 
112 
101 
101 
107 
113 
120 
121 
127 
131 
132 
.  131 
127 
123 
121 
127 
131 
132 
136 
132 
134 
136 
143 
149 
155 
162 
159 
153 
155 
158 
163 
170 
170 
169 
176 
179 
175 
170 
164 
160 
163 
168 
170 
159 
157 
161 

1851  

1852  

1853  

1854  

1855  ... 

1856  

1857  ... 

1858  

1859  

1860  

1861  

1862  

1863  

1864  

1865  

1866  

1867  

1868   

1869  

1870  

1871  

1872  

1873  

1874  ...    

1875  

1876  :    

1877  

1878  

1879  

1880  

1881  

1882  

1883  

1884  

1885  

1886  

1887  

1888  

1889   

1890   

1891   .    .    .    ... 

1892  

1893  

1894   

1895  

1896       

1897  
1898   

1899   

1900  

1901  

1902   

1903       

1904          

1905          

1906   

1907  

1908  

1909   

1910  

*  '  An  Introd action  to  the  Study  of  .Prices,"  hy  W.  T.  Layton,  p.  184 
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